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FEDERAL RESERVE BANK OF NEW YORK 


February 19, 1958 


To the Chief Officers of our Member Banks: 


I am pleased to send you a brief sketch of the economic 
highlights of 1957 as seen from the vantage point of this Bank. 
As its title Perspective on 1957 suggests, this report 
undertakes to provide a summary of developments in the year 
and to relate them to some of the events of preceding years. 

In the interest of readability no attempt has been made to include 
all of the qualifications of language that would be appropriate 
in a more formal publication. In a sense, Perspective on 1957 
may be considered as an informal supplement, primarily 
intended for the use of our member banks and our own staff, 

to our regular Annual Report. This is an experimental venture 
and we would value an expression of your reactions -- favorable 
or unfavorable. If additional copies are desired, we shall 
be glad to supply them. ; 


We expect to release within a few weeks’ time our 
Annual Report for 1957, which will as usual examine economic 
and policy developments in much greater detail and with 


greater precision. 


ALFRED HAYES 
President 
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O gain perspective on 1957, our review of economic events must start 

a few years back. This way we can better sort out the several lines of 
development, the bright and dark spots that formed the year’s economic scene. 

In capsule form, the story went like this: As measured by income, employ- 
ment, or the total output of goods and services, business set successive records 
in 1955, 1956, and the early part of 1957. But there was also a widespread 
increase in prices, first in wholesale markets, and then at the retail level — and 
inflationary forces still had the upper hand through the summer of 1957. To 
help restrain inflation, the Federal Reserve System curbed the expansion of 
credit. But since demands for credit continued to mount, interest rates rose 
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sharply. By late ’57 the business boom, so long in maturing, finally came to 
an end. Upward pressures on prices waned, credit demands slackened, and 
the Federal Reserve could appropriately ease monetary restraints through 
open market operations and a cut in discount rates. Following these steps, 
market rates of interest moved decidedly lower. 


peak in 1957 began back in 1954. At that time recovery 
5 J. from recession was just getting under way, sparked by an 
+4 upsurge in home building and a spurt in new car buying. 
The rise gathered momentum in late 1954 and early ’55 as 
other types of consumer buying picked up, and an extra 
fillip came out of the change-over 
from depletion to accumulation of in- 20 — 
ventories. As 1955 went along, the CONSUMER 
main impetus behind the boom shifted SPENDING 
away from consumer spending on 
housing, autos, and other durables— 
and toward business investment in 6 
plant and equipment. This upsurge 
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| was the main driving force in the boom 
BUSINESS SPENDING 

FOR PLANT throughout 1956. It came about be- 

cause the economy’s swift expansion 
was straining its capacity, while busi- 
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At the same time—1956—defense outlays were rising, State and local govern- 
ments were spending more, consumers stepped up purchases of soft goods 
and services, and exports rose sharply. These additions to the stream of 
demand more than made up for the weakening in housing and autos. 


Demand Crosscurrents in 1957. But as 1957 


Wy 


programs, and in so 


began, one after another major expansion project reached 
or neared completion. Since capacity was rising so rap- 
idly there was no longer the same incentive to launch new 


me cases programs were scaled down 


or postponed because sufficient credit was not available on 


suitable terms. The result was a grad- 
ual leveling-out in business spending 
on new capacity. Simultaneously, there 
was a slowdown in inventory accumu- 
lation, since stocks in many lines were 
now large enough in relation to current 
sales. Also, after midyear there was a 
moderate decline in national defense 
spending, which especially cut down 
on aircraft output. This was partly be- 
cause of economy moves, but to some 
extent it also may have reflected the 
shift from conventional armaments to 
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new programs that required more re- 
search and testing—and less in the way 
of mass production. 

Despite these developments, the econ- 
omy as a whole continued strong until 
late in 1957. Some soft spots were cre- 
ated by the dip in defense spending and 
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the slowdown in business investment, and some weak spots were left over 
from 1956 because of the declines in house building and auto sales. But the 
slack was largely taken up through expanded consumer buying of services 
and soft goods, and increased spending by State and local governments. As a 
result, income and employment rose to new record peaks through August. 
Going into September, unemployment stayed close to 4 per cent of the labor 
force (after adjustment for seasonal variations). This was practically un- 
changed from the 1955 and 
rate and was about as low 
as in most other recent years, 340- 
except in wartime. 

But in the closing months 
of 1957 the boom finally ran 
out of steam. After having 
drawn in turn on consumer, 3°°> 
business, government, and for- reboetvadas 
eign demands, the economy Millionsofpersons 
turned downward. Employ- al | 
ment and income totals 
receded from their record | 
levels, and unemployment rose °° 
above 5 per cent of the labor 
force. Employment cutbacks 

1955 1956 1957 

were sharpest in aircraft and 

other defense-production cen- 

ters, and in areas specializing in machinery and metalworking. To cite a few 
examples in the Second Federal Reserve District: many aircraft workers 
were laid off late in the summer in Nassau and Suffolk Counties on Long 
Island; later, there were significant employment declines in machinery shops 
and other industries in Syracuse, New York, and in the Bridgeport and 
Stamford-Norwalk areas of Connecticut. 

The basic fact, however, was that the downturn was essentially gradual 
in nature. As the boom matured over 1956 and °57, there had been continual 
backings and fillings in different sectors. Thus consumer spending for cars 
had reached a peak in the summer of 1955 and since then fluctuated at a 
lower level. Housizg outlays also turned down in mid-’55, drifted lower 
until the middle of 1957, and then increased again toward the latter part of 
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the year just as other industries were losing ground. As early as January 
1957, manufacturers were finding that incoming orders did not match cur- 
rent sales, and the order backlogs amassed in 1955 and °56 consequently 
were being worked down. And corporate profits in 1956 and early °57 had 
already receded from the high rate at the end of 1955. The pattern traced 
by industrial production tells a similar story of crosscurrents that preceded 
the business downturn in the fourth quarter of 1957. Except for the drop in 
Sinica mid-1956, mainly caused by 
= INDUSTRIAL PRODUCTION ; the steel strike, and the sharp 

rebound immediately after the 
strike, industrial output had 
moved along a fairly even 
plane from the end of 1955 


Steel strik 
iso 


Seasonally adjusted 


Millions of persons 


through late in 1957. 
32 T ; In fact, looking at the rela- 
tively steady level of factory 
31 output it may seem surpris- 
ing that the economy actu- 
30 | ally set new records in 1957. 
Mainly this is because service 
29 activities—wholesale and retail 


distribution, banking and in- 
surance, personal and medical 
care, teaching, and a myriad 
of other occupations — contin- 
io | dan ued to expand through most 
1958 ee tated of 1957 while manufacturing 

tended downward. 

In part, too, the “new records” were posted because some of our most 
comprehensive and often-used measures of the economy’s performance (like 
total personal income or gross national product) are in dollar value terms. 
This means that they may rise merely as a reflection of a higher price or 
wage level, without a corresponding real advance. This upward push in 
prices, reviewed in the next section, was one of the main reasons why the 
Federal Reserve maintained a restrictive credit policy over most of 1957. 
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Price Push. When the recent boom was first getting 
under way, in 1954 and early ’55, the price front was 
relatively quiet. Farm prices were moving irregularly lower, 
as they had been since 1951, and prices of some consumer 
items such as home appliances were edging down because 
of vigorous retail competition. Meanwhile, as demand 
picked up, some materials like steel and other building supplies were becom- 
ing more expensive. But by and large, finished goods prices held fairly 
steady. For the time being, 
ae PRICE TRENDS there _was enough industrial 
130 ' | capacity and manpower avail- 
partner able to take rising demands in 
stride. 
ad As the boom progressed 
through 1955 and °56, mate- 
Por cont and production rates pushed 
FINISHED against capacity limits in one 
GOODS] industry after another. Also, 
labor costs were mounting since 
| wage increases were only par- 
1947-49:100 tially offset by gains in output 
oe per man-hour. With demand at 
CONSUMER GOODS record levels, producers were 
120 - AND oe _— able to pass higher costs along 
to customers. Price increases 
1947-49210 thus accelerated and spread to 
9549559861957. most kinds of finished indus- 
trial goods. In 1956 the con- 
sumer price index began to 
march upward, too. Costs of services like medical care and rent had been 
rising for many years, and now food, clothing, appliances, cars, and other 
goods joined the parade. | 
This was a creeping or walking inflation, rather than the galloping 
variety that is fed by unlimited credit creation. But for all its seeming 
mildness this kind of inflation has been called appropriately the “hidden pick- 
pocket of prosperity”. Not only did it “eat up” income gains, so that pay 
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raises proved partly or largely illusory, but it also courted the risk of implant- 
ing an inflationary psychology in businessmen and consumers that could lead 
to even greater price boosts in the future. 

Toward the end of 1957, along with the slackening in business activ- 
ity, inflationary pressures also eased. As with the business downturn, 
this had been foreshadowed earlier by crosscurrents of downward as well as 
upward price movement. Steel scrap and some other metals prices dropped 
sharply in 1957, while the rise in industrial goods prices generally leveled 
out. Over the whole year 1957, however, the consumer price index actually 
pushed up slightly more than in 1956. This was partly because service 
costs—items like medica! and personal care—rose faster. Partly, too, it was be- 
cause price changes for consumer goods in retail stores often lag behind 
changes at the wholesale level. 


Credit Growth Curbed. As the economy ex- 
panded from 1954 to 1957, credit was vitally important at 
each step of the way. In 1954 it was credit to home buyers 
_ that gave the economy a powerful nudge toward recovery, 
and in 1955 consumer credit surged upward—mainly for 
car buying. Later, increased demands came from business— 
to finance inventory growth and to build and equip new factories, stores, 
and offices. And over the whole period there were active credit demands 
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from States and localities for building schools, highways, and the like. 

These massive demands for funds were met largely from savings — 
including business savings in the form of retained profits or depreciation 
allowances, and personal savings that were invested directly in securities or 
channeled through insurance companies and other institutions. Commercial 

banks also supplied a large 
volume of credit — readily at 
first but with increasing reluc- 
. tance and at higher cost as the 
boom went on and the avail- 
ability of reserves was restrict- 
ed. Thus bank loans grew at a 
progressively slower pace over 
1955 - 57. On the other hand, 
after having made large net 
sales of securities in 1955 and 
1956, the banks gradually 
switched to making net pur- 
chases in 1957, so that the 
total rise in bank credit in 1957 
was about as large as in 1955 
or 1956. This did not mean 
that the banks and the econ- 
omy were free from restraint, 
however. While the reins were not so tight as to choke off credit growth 
entirely, the restrictions certainly helped to curb that growth. In the process, 
no doubt, many worthwhile projects were scaled down or temporarily post- 
poned, but this stretching-out of high level activity was one way of avoiding 
rampant inflation and the speculative excesses of a super-boom that would 
inevitably end in a severe slump. 

To achieve restraint, the Federal Reserve System relied mainly on 
open market sales and purchases of Government securities. System sales 
immediately absorb bank reserves while System purchases create reserves. 
Thus, by selling securities whenever the over-all reserve position of the banks 
tended to become easy, and by buying only when restraint threatened to get 
too severe, the System maintained fairly steady pressure on the banks during 


the boom period. 
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While member banks borrowed reserves from time to time at the Fed’s 
“discount window”, there was a general understanding that this was not to be 
a continuous source of funds to individual banks. Moreover, the cost of such 
accommodation was increased as discount rates were stepped up a number 

of times during 1955 and 1956, mov- 

eden ing along with the trend in market 
rates. In August 1957, following a 
steady rise in market rates of interest 
TO PRIME CUSTOMERS and a boost in commercial bank loan 
rates to customers, the Federal Reserve 
Banks raised their discount rates % 
per cent to 3% per cent. The an- 
nouncements of increases stretched 
TA NY. _ over a two-week period, with the Fed- 
eral Reserve Bank of New York one 

of the last to post the higher rate. 
Three months later, in November, all 
of the Reserve Banks announced cuts 
in their discount rates back to 3 per 
cent, confirming a shift in System pol- 

1955 1956 1957 

icy to lessened restraint. Even before, 

member bank reserve positions had 

been allowed to ease somewhat, and toward the year end additional reserves 
were pumped into the banking system. 

_During the boom period rising interest rates in every type of financial 

market furnished clear evidence of both the vigor of credit demands and the 

firmness of monetary restraint. In the 


BOND YIELDS 
short-term money market, the rate paid 7 
by the Treasury on three-month bills 
climbed in October 1957 to a 24-year CORPORATE Acc 


high of 3.66 per cent. Market yields 
on Government, corporate, and muni- 
cipal issues all reached postwar highs 
during the summer or early autumn. 
In the last few months of the year, 
however, investors reacted swiftly to % 
the business downturn and indications Se eee 
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of an easing in credit policy. The ensuing market-wide drop in yields was 
even sharper than the preceding rise, carrying strongly into the new year. 


And 19587 No perspective on 1957 can be complete 
without at least a glance at where we stand now. Clearly 
business spending for new plant and equipment has de- 
clined from the unprecedented levels of the past two vears, 
and may drop further. At the same time, however, progress 
has been made in cutting inventories. Moreover, defense 
spending for missile development and other programs is now on the rise. 

Reduced to essentials—and admittedly oversimplified—we have on the 
one side a downswing that has been concentrated in inventory and other in- 
vestment spending by business firms. But we have on the other side the cush- 
ioning effects of a growing population with its basically expanding consumer 
wants, and we have built-in stabilizers like unemployment insurance, as well 
as the firm prospect of rising defense outlays. It is therefore the timing rather 
than the fact of recovery that is in question. And in the long run the real test 
is whether full prosperity can be restored without a resumption of inflation. 
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About this Bank. Because it is located in the heart 
of the Government securities market, the Federal Reserve 
Bank of New York has a number of special responsibilities 
connected with the execution of Federal Reserve policy. 
At the same time, it has a voice — along with the Board 
of Governors in Washington and all of the other Reserve 
Banks — in shaping that policy. 

As we have seen, the Federal Reserve puts new reserves into the bank- 
ing system by paying for Government securities it buys. It takes reserves out 
of the banking system by receiving payment for Government securities it 
sells. This Bank, under the direction of the Federal Open Market Committee 
in Washington, does the buying and selling for the whole Federal Reserve. 
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Last year, as noted earlier, such “open market operations” were the 
main way in which credit policy was carried out. These operations also had 
the important job of helping to smooth out seasonal pressures on the money 
market. In 1957 total securities transactions by this Bank (some of which 
were carried out for the United States Treasury and for official foreign 
accounts) ran into the billions of dollars. 

Through its “discount win- 


Billions of dollars 

30 dow”, this 
MEMBER BANK BORROWING the eleven other Reserve 
FROM THIS BANK | Banks) also lends to member 
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banks for a few days at a time. 
This helps tide the member 
banks over periods of tempor- 
ary strain on their reserve posi- 
tions. Last year—a period of 
tight money—the Bank lent its 
members 29.4 billion dollars 
in all, the largest amount out- 
standing at one time being 770 
million dollars. Of course this 
was much more than in a 
recessionary period of easy 
money such as 1954. Out of 
some 587 member banks in the 
Second Federal Reserve District, 311 were borrowers here at one time or 
another during 1957. 

Reserve Banks handle many of the checks written by people in this 
country. Last year this Bank handled over half a billion of them, amounting 
to about 400 billion dollars. In addition to checks, banks and securities 
houses move a lot of money around the country by wire. This Bank handled 
a record 471 billion dollars of wire and mail transfers in 1957. It also 
counted more than 114 billion pieces of paper currency amounting to 8 billion 
dollars, and it handled nearly 1.8 billion coins. 

Being the Treasury’s banker involves, for all Federal Reserve Banks, 
issuing, exchanging, and retiring a huge amount of Government securities. 
In 1957 this Bank handled 3 billion dollars of United States Savings bonds 
and nearly 400 billions of other Government securities. The Bank also 


20 


1954 1955 1956 1957 


[11] 


| 
— 


stored securities for member 
banks, clipped 114 billion dol- 
lars in coupons on their bonds, 
and credited the money to their 


Billions of dollars 
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THROUGH THIS BANK 


400 
accounts. 
The Federal Reserve Bank 
of New York has many other | 


responsibilities. It examines the 
books of State member banks; 
acts as the United States cor- 
respondent for many foreign 
central banks; studies eco- 
nomic and financial develop- 
ments here and abroad; and 
performs many other tasks too 
numerous to mention here. 
Even though the Bank’s work- ° 1984 1955 1956 1957 
load has increased substantially 

in the last few years, the number of its employees has risen only slightly—an 
achievement that was made possible largely because of the use of more 
modern equipment and constant improvements in methods. 

Although the Bank is run solely to serve the public interest, it usually 
does make a profit. Earnings in 1957—mainly from interest on Government 
securities—came to 194 million dollars; net expenses and deductions were 
29 million. Of the 165 million dollar profit, 6 million was paid to member 
banks as the dividend provided by law; 16 million was added to surplus; and 
more than 143 million—or nearly 90 per cent of the total—was paid to 
the United States Treasury. 
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